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2COMMERCE, DEPARTMENT OF
The first international trade show exclusively for small businesses will be
cosponsored by the Commerce Department and the European Commission on 10/26-29/89 
in Frankfurt, Germany. "Export '89 - The American European Small Business Trade 
Congress" is a joint government/industry event at which small businesses from the 
United States and their European counterparts will have opportunities to develop 
key business contacts and trade opportunities. Export '89 was developed by small 
business advisors to the Secretary of Commerce and the U.S. Trade Representative, 
endorsed by the 1986 White House Conference on Small Business and shaped by U.S. 
and European small business owners working with their respective governments, the 
Commerce Department said. James Moore, assistant secretary for trade development, 
stated, "The market potential for most U.S. exports and investment in Europe 
should be greatly improved with today's favorable exchange rates and the European 
Community's (EC's) upcoming 1992 program. How the EC's 1992 program will affect a 
company's market share tomorrow will be determined by business strategies pursued 
today." The four-day event will be divided into three parts, including export 
seminars, export services, and export communication. The Small Business 
Administration will assist the Commerce Department in the preparations for the 
Trade Congress. For further information, contact Helen Burroughs at the Commerce 
Department at 202/377-2829.
DEFENSE, DEPARTMENT OF
The Contractor Risk Assessment Guide (CRAG) was approved by the DOD on 11/25/88. The
new program is designed to encourage DOD contractors to develop more effective 
contractor internal control systems and to improve the effectiveness and 
efficiency of DOD oversight. Contractors "who can demonstrate the implementation 
of internal control systems that meet CRAG control objectives will receive less 
direct oversight." The CRAG program contains internal control structures relating 
to: indirect cost submissions, labor charging, material management and accounting 
systems, estimating systems, and purchasing. The CRAG includes major control 
objectives of the internal control structure and examples of commonly used control 
procedures. Further, the CRAG summarizes a list of required written purchasing 
source selection topics to demonstrate compliance with the CRAG provisions. 
Periodic internal compliance audits of the established internal control structure 
will be required by CRAG. For further information contact Bill Mata at DOD at 
202/695-9599.
LABOR, DEPARTMENT OF
A new reporting system which includes a quarterly financial report has been proposed
to comply with the Economic Dislocation and Worker Adjustment Assistance (EDWAA)
Act, which amended Title III of the Job Training Partnership Act (see the 12/13/88 
Fed. Reg., pp. 50117-34). The Department of Labor said the quarterly financial 
report is proposed to be prepared by the states to "carry out the increased 
oversight and reallotment responsibilities of the new EDWAA provisions." The 
report will display data on fund availability, accrued costs, total participants, 
and total terminations on a cumulative quarterly basis. The expenditures reported 
in the quarterly financial report will be compiled on an accrual basis. The 
proposed regulations state that if the "recipient's accounting records are not 
normally maintained on an accrual basis, the accrual information should be 
developed through an analysis of the records on hand or on the basis of best
3estimates." Comments must be submitted on or before 1/6/89. For further 
information after reading the proposed regulations, contact Karen Greene at the 
Department of Labor at 202/535-0687.
TREASURY, DEPARTMENT OF
A draft report of the IRS Commissioner’s Penalty Study Task Force to revise the civil
tax penalty system was released recently following a year-long study of the civil
penalty structure as well as of a selected number of specific civil penalties.
The report includes a comprehensive philosophy on penalties against which the 
efficacy of individual penalties and civil penalties as a whole are evaluated. 
The report states that the Task Force "believes that civil penalties ought to be 
designed around a standard of behavior and should function in a manner to 
encourage that behavior and deter noncompliance." Further, four criteria are 
identified against which to measure whether particular penalties conform to the 
desirable penalty philosophy and are positively impacting voluntary compliance. 
The four criteria are fairness, effectiveness, comprehensibility, and 
administrability. The report states that "taxpayers should be expected to try to 
file accurate returns with IRS." "Trying" is defined as exercising reasonable 
care (a negligence standard) and an "accurate" return is defined as one in which 
each position is either disclosed or is more likely than not to prevail if 
challenged. Three principal accuracy penalties are proposed, as follows, to 
support the standard: 1) A negligence penalty that would apply if the taxpayer 
took an undisclosed position on a return that was not more likely than not to 
prevail and the taxpayer took such position either intentionally or failed to 
exercise reasonable care in taking such position; 2) A gross negligence penalty 
that would apply if the taxpayer took a position on a return that did not have at 
least a realistic possibility of success of prevailing if challenged and the 
taxpayer took the position either intentionally or failed to exercise reasonable 
care in taking it; and 3) A fraud penalty similar to the existing penalty. The 
amounts of penalties could increase in proportion to the seriousness of the 
infraction and 20, 50, and 100 percent are suggested. The preparer penalties and 
Circular 230 would be revised to reflect the standard of behavior suggested. 
Regarding preparers, the Task Force recommends that the preparer should "exercise 
reasonable care to determine that the taxpayer's return complies with the 
taxpayer's standard of behavior...." Three levels of penalties would also apply 
to preparers, depending upon the level of accuracy which was violated in the 
return. The Task Force recommends that the penalties be set at $100, $250, and 
$500. Under the proposal, the minimum penalty would apply if the preparer failed 
to exercise reasonable care to see that every undisclosed position on the return 
was more likely than not to prevail. The second-level penalty would apply if the 
preparer failed to exercise reasonable care to see that every position had a 
realistic possibility of success. The most severe penalty would apply if the 
preparer's conduct was willful or fraudulent.
Four model amendments have been released by the IRS to provide relief to sponsors of
qualified pension, profit-sharing and stock bonus plans under section 401(a) and
annuity plans under section 403(a) of the Internal Revenue Code by the IRS in 
Notice 88-131. The notice will provide time to review regulations and make 
decisions about benefit program redesign without incurring impractical costs in 
order to comply with changes in the law, IRS said. Plan sponsors will be able to 
comply with newly effective qualification provisions by raising the benefits of 
nonhighly compensated employees. However, the IRS said it anticipates that, in
4some situations, because of the interaction of section 411(d)(6) with new or 
revised requirements of several sections of the Code, plan sponsors may want to 
act to preserve their flexibility to modify benefit or contribution levels before 
benefits begin to accrue in the first plan year beginning after 12/31/88. 
Furthermore, the IRS noted, the regulations proposed under a number of these 
qualification provisions may affect a plan sponsor's decisions with respect to 
plan merger, redesign, or termination. Without the relief provided in Notice 88- 
131, the IRS said, certain plans may not satisfy both the Tax Reform Act of 1986 
(TRA ’86) nondiscrimination requirements and the requirements of section 411(d)(6) 
of the Code. The IRS said the notice should not be interpreted as "limiting the 
availability of any other permissible approaches to compliance with the new 
qualification requirements of TRA '86." Comments on the alternatives provided in 
the notice are invited by the Service and should be sent to Commissioner of 
Internal Revenue, E:EP, Room 6525, Washington, D.C. 20224, ATTN: E:EP:P:1. 
Comments should also reference the notice number. Notice 88-131 is scheduled to 
be published in Internal Revenue Bulletin 1988-52, dated 12/27/88. For further 
information after reading the notice, contact the IRS Employee Plans Technical and 
Actuarial Division between the hours of 1:30 and 4:00 p.m. EST, Monday through 
Friday, at 202/566-6783.
Guidance regarding proposed and final regulations concerning cash or deferred
arrangements has been issued in Notice 88-127 by the IRS. Rules on applicability 
to partnerships, hardship distributions, the aggregation of plans, matching 
contributions, and the definition of compensation are clarified by the notice. 
New effective dates for provisions in the proposed regulations applying to 
partnerships are also included in the notice. The regulations were proposed in 
the 8/8/88 Federal Register (see the 8/15/88 Wash. Rpt.). Final regulations, the 
notice states, will provide that the provisions of proposed regulations concerning 
applicability to partnerships will be effective for contributions made with 
respect to plan years beginning after 12/31/88. In addition, contributions made 
by partners to arrangements described in section 1 .401(k)-1(a)(6)(ii) of the 
proposed regulations will constitute elective deferrals under section 402(g)(8) of 
the Internal Revenue Code for any partnership year beginning before 1/1/89, only 
if the arrangement under which the contributions were made utilized the 
nondiscrimination test of section 401(k)(3) for the plan year ending with or 
within such partnership year. The notice also says that final regulations will be 
amended to provide that an individual's one-time irrevocable election to 
participate or not to participate in a plan in which only partners may participate 
will not constitute a cash or deferred election if such election is made on or 
before the later of the first day of the first plan year beginning after 12/31/88 
or 3/31/89, without regard to whether the election is made upon the commencement 
of employment or upon the employee's first becoming eligible under any plan of the 
employer. Notice 88-127 is scheduled to be published in Internal Revenue Service 
Bulletin No. 1988-52, dated 12/27/88. For further information after reading the 
notice, contact the IRS Employee Plans Technical and Actuarial Office between the 
hours of 1:30 and 4:00 p.m. EST at 202/566-6783.
Guidance to issuers of state and local bonds concerning rules for determining when
such bonds will be considered retired and reissued has been released by the IRS in
Notice 88-130. The IRS said the notice contains special rules under section 103 
of the Internal Revenue Code for determining whether or not a qualified tender 
bond is retired. The IRS said that generally a qualified tender bond will not be 
considered retired or reissued because of preauthorized resettings of tender and
5interest rate modes. If such bonds were considered reissued, the "reissued" 
bonds would be subject to arbitrage rebate and certain other current law 
requirements that were enacted after the issuance of the "retired" bonds. The IRS 
said the rules contained in Notice 88-130 will be published in regulations under 
section 150 of the Code and, in general, will apply to all bonds subject to a 
tender right regardless of when sold with certain exceptions provided for bonds 
originally sold on or before 12/14/88. Notice 88-130 is scheduled to be published 
in Internal Revenue Bulletin No. 1988-52, dated 12/27/88. For further information 
after reading the notice, contact George Delduke at the IRS at 202/566-3347.
SPECIAL: HEARINGS SCHEDULED BY HOUSE WAYS AND MEANS COMMITTEE ON BUDGET IMPLICATIONS AND
CURRENT TAX RULES RELATING TO TROUBLED SAVINGS AND LOAN INSTITUTIONS
Budget implications and current tax rules relating to troubled savings and loan
institutions will be the subject of a series of hearings by the House Ways and 
Means Committee. The purpose of these hearings, according to Ways and Means 
Committee Chairman Dan Rostenkowski (D-IL), is for the Committee to "ascertain the 
full dimension of the problem, and the structure and appropriateness of any 
assistance to the industry that may be necessary." In this regard, the Committee 
will review the current-law tax rules which provide assistance to savings and loan 
institutions. The first day of hearings will be held on 2/22/89, beginning at 
10:00 a.m. in Room 1100 of the Longworth House Office Building. Individuals and 
organizations interested in presenting oral testimony must submit their telephone 
request to Harriett Lawler or Diane Kirkland at 202/225-1721 by 1/27/89, to be 
followed by a formal written request to Robert J. Leonard, Chief Counsel, 
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House 
Office Building, Washington, D.C. 20515. For further information about the 
hearings, contact the Ways and Means Committee staff at 202/225-1721.
SPECIAL: SENATE FINANCE COMMITTEE SCHEDULES HEARINGS ON LEVERAGED BUYOUTS AND CORPORATE
DEBT
Leveraged buyouts and corporate debt will be the subject of hearings scheduled to be
held by the Senate Finance Committee in January. In announcing the hearings, 
Chairman Lloyd Bentsen (D-TX) said, "The massive corporate conversion of equity to 
debt causes me concern about the ability of our country's corporations to weather 
an economic downturn. I am also concerned about the possible adverse effects of 
this mounting debt on Federal tax revenues, at a time when reducing the budget 
deficit is a critical priority." The hearings are scheduled to be held 1/24-26/ 
89. The House Ways and Means Committee has also scheduled hearings on tax policy 
concerning leveraged buyouts, mergers and acquisitions (see the 12/12/88 Wash. 
Rpt.). Only invited witnesses will be permitted to testify before the Senate 
Finance Committee, although written statements will be accepted for inclusion in 
the hearing record. Statements must be received by 2/23/89 and should be sent to 
Laura Wilcox, Hearing Administrator, 205 Dirksen Senate Office Building, 
Washington, D.C. 20510. For further information about the hearings, contact the 
Senate Finance Committee at 202/224-4515.
SPECIAL: HOUSE WAYS AND MEANS COMMITTEE ANNOUNCES HEARINGS ON THE BUDGET DEFICIT, THE
STATE OF THE U.S. ECONOMY AND FEDERAL BUDGET POLICY FOR FISCAL YEAR 1990
The budget deficit, the economy and the need for deficit reduction will be the
subject of three days of public hearings to be conducted by the House Ways and
Means Committee. According to committee Chairman Dan Rostenkowski (D-IL), the 
hearings will focus on the economic impact of the budget deficit and the general
6performance of the nation’s economy. In announcing the hearings, Chairman 
Rostenkowksi stated that the Committee will specifically be looking for answers to 
the following questions: 1) What are the implications of the huge stockpile of 
foreign-held debt? 2) What does the low U.S. savings rate imply for future 
economic growth and the standard of living for future generations of Americans? 3) 
How can reductions in the deficit be structured to encourage savings and 
investment? and 4) Whether, and how, the Social Security and Medicare trust fund 
surpluses should be counted toward reaching Gramm-Rudman deficit reduction goals? 
At these preliminary hearings, the Committee will hear testimony from invited 
witnesses only. However, the Committee is planning to hold additional public 
hearings on specific budget proposals at which public witnesses will be given the 
opportunity to testify. The preliminary hearings are scheduled to be held on 2/7- 
9/89 in Room 1100 of the Longworth House Office Building, Washington, D.C., 
beginning at 10:00 a.m. each day. Written comments will be accepted until 3/24/89 
for inclusion in the printed hearing record and should be sent to Robert J . 
Leonard, Chief Counsel, Committee on Ways and Means, U.S. House of 
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. 
For further information about the hearings or submitting comments, contact the 
staff of the Ways and Means Committee at 202/225-3625.
The Washington Report will not publish the week of Christmas and New Year’s. The 
issue appearing on December 19 will be our last of 1988. Our first issue of the 
Washington Report for 1989 will appear on January 9.
For further information contact Shirley Twillman at 202/737-6600.
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